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COMMON SENSE 01 THE RAILROAD QUESTION. 

BY FRANCIS G. NEWLANDS, UNITED STATES SENATOR FROM NEVADA. 



From the days of the fathers, the nation has dealt with the 
problems of self-government, one after another, as they have 
arisen. It has often viewed them, at first, with apprehension; 
then grappled with them, solved them, and passed on. 

The problem of the hour is monopoly in instrumentalities and 
commodities essential to the common comfort and prosperity. 
Of these, the first to be dealt with is the monopoly of transporta- 
tion. There are three general views in regard to this question. 

The great financiers and railroad operators are opposed to any 
public regulation. They believe the problems should be left to 
the practical and experienced men who have brought the trans- 
portation system to its present state of efficiency. 

The President and a very large majority of the House of Eep- 
resentatives believe that the Interstate Commerce Commission 
should be empowered to revise rates upon complaint, subject to 
review by a court of transportation. A bill has recently passed 
the House to this effect. 

There is a third view, which seems to be growing rapidly in 
popular esteem, in favor of outright Government ownership. 

I cannot agree with the railroad operators that nothing should 
be done. The power to fix rates of transportation is the power 
to affect the cost of everything which enters into common con- 
sumption, and, thus, in great measure, to regulate the standard of 
living of our people. Such tremendous power cannot safely be 
left, without restraint, in private hands. 

As to the measure which passed the House by the overwhelming 
vote of 326 to 17, 1 fear it will be disappointing in its results. It 
does not present a scientific solution of the problem. It leaves the 
power of taxation with forty-five States and thousands of local po- 



COMMON SENSE OF THE RAILROAD QUESTION. 577 

litical subdivisions, so that there can be nothing in the way of uni- 
formity or permanency in this item. It makes no provision for the 
valuation of the property, nor does it make any attempt to in- 
dicate what would constitute a reasonable rate of interest on the 
investment. It does not touch the evil of overcapitalization, nor 
does it propose anything which would abate the alarming evil of 
political control which has come as an unavoidable incident in 
the growth of corporate power. 

While the sentiment favoring Government ownership is increas- 
ing, it is plain that the country is not ready for such ownership at 
this time. The most serious objection to it is that it would inter- 
ject 1,300,000 employees into the political patronage and render it 
difficult to drive from power the party controlling this vast in- 
fluence, however desirable a change of administration might be. 

On January 4th, I introduced a joint resolution in the Senate 
(S. E. 86, 59th Cong., 3d Sess.) providing for the appointment 
of a special commission, to consist of four experts on transporta- 
tion and transportation law, five Senators and five Kepresenta- 
tives, instructed to frame and report to Congress a national 
incorporation act prepared upon certain principles. This reso- 
lution was referred to the Interstate Commerce Committee, which 
has called upon the Interstate Commerce Commission and the 
Bureau of Corporations to make report as to the plan outlined, 
with such suggestions as may be deemed advisable. 

The object of my resolution is to unify and simplify the rail- 
road administration of the country; to recognize the evolution in 
railroading, under which the operation and management of almost 
the entire railroad mileage has come under the control of about 
six well-known groups or systems; to place such systems under 
national incorporation and control ; to make the taxes of the rail- 
roads fixed and certain; and to provide for fixed dividends, so that 
hereafter any increase of business will tend mathematically either 
to a betterment of the roads, to an increase in wages, or to a 
diminution in rates. These purposes I would accomplish by the 
following methods : 

1. The requirement that all railroads engaging in interstate 
commerce shall incorporate under a national law in accordance 
with certain conditions not only permitting, but favoring, the 
consolidation of railroads. 

2. The valuation of all such railroads by the Interstate Com- 
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merce Commission, and a capitalization not exceeding such valua- 
tion. 

3. The revision by the Interstate Commerce Commission of 
all rates, so applied as to yield an annual return of not less than 
four per cent, on such valuation. 

4. The exemption of railroad property, including stocks and 
bonds, from all taxes except a tax on gross receipts, such tax 
to begin at three per cent, and increase at the rate of one-fifth 
of one per cent, each year, until it reaches the maximum of five 
per cent. This tax to be collected by the Government, then dis- 
tributed among the States and Territories on some equitable basis. 

5. The creation of a pension fund for employees disqualified, 
either by injury or by age, from active service, by setting aside 
in the treasury a percentage of the gross receipts of the railroads. 

6. The arbitration of all disputes between such railroad corpora- 
tions and their employees as to compensation, hours of labor, and 
protection to life and limb. 

In the United States, there are 200,000 miles of railroad, owned 
by about 2,000 corporations, and controlled by about 600 opera- 
ting companies. But these operating companies have gradually 
come under the management of six great groups of ownership, 
each group dominated by a single individual, or by a few in- 
dividuals. These groups are popularly known as " The Morgan," 
" The Gould-Kockef eller," " The Harriman," " The Vanderbilt," 
" The Pennsylvania " and " The Moore " groups. 

With two or three exceptions, these 2,000 corporations are or- 
ganized under State laws, though under the existing groups and 
systems they are operated regardless of State lines, three-fourths 
of the transportation business of the country being interstate. 
Corporations organized in one State can operate in other States 
only by the comity of the latter. The general policy of both the 
State and National Governments has been against pooling or con- 
solidation of any kind, on the theory that competition is desirable 
as a means of preventing excessive rates and securing improved 
service. Nevertheless, practical consolidation has been effected 
and competition largely eliminated through various methods of 
leasing, trackage arrangements, holding companies, and com- 
munity of interest. As a rule, these methods have not been 
tested in the courts, but in the case of the Northern Securities 
Company the method was tested and adjudged invalid. 
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The fact is that the railroad, whether in the hands of the 
Government or of a private corporation, is a natural monopoly. 
The steady trend of consolidation is the outcome of economic 
forces •which cannot be controlled or appreciably impeded by 
legislation. The present system is complicated and expensive, 
involving the maintenance of many unnecessary corporations, the 
bond and stock issues of which constitute a mass of perplexity 
confusing alike to the investor, to the tax-assessor, and to the 
rate-regulating Commission. 

It is clear that there should be unity of ownership, recognized 
by the law, of such railroads as are now linked together in inter- 
state commerce regardless of State lines. As State legislation 
cannot accomplish this, the railroad corporations should be na- 
tional, — the creation of the Government whose jurisdiction is as 
broad as interstate commerce itself, and whose sovereignty rests 
on every foot of American soil. The power to create such corpora- 
tions cannot be questioned. It was exercised in the case of the 
Union Pacific and Northern Pacific Companies. The constitu- 
tional powers of the Federal Government relating to post roads, 
military defence, and the regulation of interstate commerce in- 
volve the creation of all the instrumentalities necessary to carry 
out such powers. 

I would require all railroads engaged in interstate commerce 
to incorporate under a national law, and thus remove every 
barrier in the way of complete consolidation. I would provide 
that the amount of stocks and bonds issued for such consolidation 
should be approved by the Interstate Commerce Commission, and 
that they should not exceed the actual value of the railroads con- 
solidated, such value to be determined by the Commission. I 
would provide that the Commission should approve the amount of 
bonds and stock to be issued for the purchase of connecting or 
intersecting lines, for the betterment of existing roads, and the 
construction of new ones; and I would make a rigid requirement 
to the effect that these securities should not exceed the value of 
the property acquired or the actual cost of the work constructed. 
This method would effectually prevent future overcapitalization. 

Neither of our political parties should object to this plan 
of national incorporation on the ground that it favors centraliza- 
tion of power. The Eepublican party, strongly nationalist as 
it is, could not; while the Democratic party should not. It is quite 
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as Democratic to insist upon the full exercise of powers plainly 
given to the National Government as it is to insist upon the re- 
served rights of the States. 

I think there would be no serious difficulty in arriving at a 
true valuation of railroad property. The basis should be the 
market value of their securities, though other factors may be taken 
into consideration. We can afford to be liberal with the present 
investors, if we can secure for all time a valuation based on 
present conditions and prevent the enormous valuation of the 
future which increased business and profit will give. Nor should 
there be much difficulty in determining the rate of interest to 
be allowed on this valuation. In my resolution, I suggest " not 
less than four per cent.," leaving the maximum to the determina- 
tion of the Commission. But, if we are to have an absolutely 
scientific adjustment of the matter, the dividends should be def- 
initely fixed on a permanent basis, so as to yield an honest return 
upon an honest investment. 

The advantage of my plan is also apparent in the matter of 
taxes. Eailroads are now taxed under forty-five different sys- 
tems embraced in the laws of as many States. In some they are 
taxed upon gross receipts; in others, upon a valuation of track, 
and real and personal property; in others, franchises are included; 
and in some States a rapid movement is being made towards 
assessing them upon the market value of the stocks and bonds 
issued, the contention being that taxes should be imposed upon 
the same value as that on which rates are collected. The laws 
of many States also permit taxation of bonds and stock in the 
hands of holders — a form of double taxation. There is no uni- 
formity, no permanency. Thousands of local officials are engaged 
in making the valuation and fixing the tax rates. Since the 
amount of taxes paid is one of the vital factors in determining 
the net earnings of the property, there can be no scientific basis 
for fixing dividends while this crude and chaotic system prevails. 

I would exempt all railroad property, including bonds and 
stocks, from all taxation except a tax on gross receipts, to be col- 
lected by the national authorities and distributed among the 
States in proportion to mileage or volume of business. Under 
this method, stockholders and bondholders would be relieved 
of that double taxation of which they justly complain, and we 
would secure absolute uniformity in railroad taxation throughout 
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the land. The total taxes of all the roads during the past year 
amounted to about $58,000,000, equal to about three per cent, 
upon the gross receipts. I would take this as a starting-point, 
but provide that taxes should be gradually increased, at the rate 
of one-fifth of one per cent, per annum, until they reached a 
maximum of five per cent on gross receipts. With the present 
earnings, this would yield about $80,000,000 per annum, but 
earnings are rapidly increasing. The States should not complain 
of this arrangement, since they would receive, from the first, 
all of the revenue they now enjoy from this source, and without 
the expense of collecting it. Ultimately, they would receive much 
more than their present revenue. 

The question will naturally arise, Has Congress the constitu- 
tional power to exempt national railroads from taxation by the 
States? I think it has. Under a national incorporation act, the 
railroads would be the instrumentalities of the National Govern- 
ment for the purpose of carrying out its constitutional function 
of regulating interstate commerce. As such instrumentalities, 
the act should exempt them from all State and local taxation, 
because " the power to tax is the power to destroy," and the nation 
cannot permit the destruction or impairment of its chosen in- 
strumentalities. 

The same argument applies to the rate-making feature of my 
plan. It would be desirable to exempt such national railroads 
from State regulation as to local rates. It is confusing to have 
the National Commission and forty-five different State Commis- 
sions at the same time act in judgment upon the same subject. 
And, just as there should be but one taxing power, so also should 
there be but one rate-regulating power, — this in the interest of 
simplicity, convenience and certainty. It might be possible for 
a national incorporation act to exempt national railroads from 
State regulation of local rates, upon the assumption that the 
power to fix rates, like the power to tax, involves the power to 
destroy. But, if it should not be thought advisable to attempt 
this, doubtless some method of amicable cooperation between the 
Interstate Commerce Commission and the State Commissions 
could be effected which would materially increase the certainty 
of the calculations. 

There is another advantage which would surely arise from the 
adoption of this policy, and which is of consequence equal to, if 
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not greater than, the advantages which would follow fixed taxes 
and dividends and permanent peace for the railroad industry. 
This is the fact that the railroad would go out of politics. The 
railroad is in politics to-day because its vast property, amounting 
to more than ten billions, is between the upper and the nether 
millstone, — the upper millstone of the rate-regulating power, and 
the nether millstone of the taxing power. Between the two, save 
for the protection of the courts, these properties can be ground 
to destruction. The uncertainty and insecurity of their situation 
compels the railroads to go into politics. Hence, they take part 
in the election of every official whose duty is likely to trench 
in any degree upon the taxing and rate-regulating power. Doing 
everything systematically, their participation in politics means 
the organization of a machine in every State of the Union; and, 
since they pursue the lines of least resistance, this often means 
alliance with the corrupt element of every community. It is 
expensive for the railroads; and, worse than that, it is a grave 
menace to the institutions of the Eepublic. 

I submit that these plans may reasonably be characterized as 
the common sense of the railroad question. Eailroad monopoly 
has come in the course of natural evolution. We have learned 
that monopoly is inherent in our modern method of transporta- 
tion. Let it be no longer outlawed, but frankly recognized, wel- 
comed and made legal. The way to do this is by means of na- 
tional incorporation. 

Vast capital is required to create and maintain transportation 
facilities adequate to the needs of our growing country. This 
capital is justly entitled to its fair reward, yet cannot be per- 
mitted to fix its own profits; for it is not in human nature, and 
certainly not in the nature of corporations, to consider profits 
from an unselfish standpoint. Not only is this true, but the 
railroad is so intimately related to every other industry, and to 
the daily life of all our people, as to make it desirable that the 
best service should be rendered at the lowest cost. Indeed, every 
saving that can be effected in this regard tends to raise the 
standard of living of the masses. How shall we realize the best 
service at the lowest cost? Clearly, by giving the railroad invest- 
ment the largest measure of security and the greatest certainty 
of earning-power. Consolidation under national incorporation 
is the sure road to this result. It means increased efficiency, 
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greater economy, cessation of wasteful competition and of de- 
moralizing strife between the railroads and the people. It means, 
too, fixed dividends upon an agreed valuation. 

There is a feature of all railroad regulation which seems to 
have escaped the attention of those who have framed bills on the 
subject. Kate regulation means, unquestionably, the limitation 
of dividends upon the investment. This is, in a sense, an inva- 
sion of property rights, and demands the concession of compen- 
sating advantages. When the public limits the dividends upon a 
given investment, the public ought to secure them. This is what 
will happen under the proposed plan. Virtually, the nation would 
guarantee a certain low rate of interest upon the investment. 

Under this plan, the vast increase of transportation business in 
the future will tend to the reduction of rates and the advantage 
of the people. The appreciation of values which has occurred 
up to the time this act goes into effect rightfully belongs to the 
owners of railroad property. They invested in a speculative 
undertaking, took their chances, and created a property valuable 
to themselves and indispensable to the public. But now we pro- 
pose to eliminate the speculative element, and to create conditions 
which will make railroad securities almost as good as Government 
bonds. In return for this great advantage, we ask that capital 
shall be content with a reasonable dividend upon present valua- 
tion. The increase in business which will inevitably arise in the 
future with the growth of the country will then inure to the 
benefit of the people in three forms. First, they will get it in the 
form of betterments, extensions, and constantly improving service. 
They will get it in the form of better conditions of employment 
— higher wages and shorter hours for the 1,300,000 men actually 
engaged in the railroad industry, and a pension fund to secure 
them in sickness or old age. Finally, this increase will be trans- 
muted into public benefits, in the form of constantly lowering 
rates of freight and passenger traffic. 

The evils of overcapitalization, of stock speculation and of 
corporate control of political affairs are not touched by the 
measure passed by the House of Representatives. Under my plan, 
the first would be completely done away with, the second would 
be greatly modified and the third would be eliminated in so far 
as it arises from the regulation of taxes and rates. 

While this joint resolution does not pretend to be a perfected 
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piece of legislation, I believe it contains the germ of a railroad 
policy which will do equal and exact justice to all parties con- 
cerned. To capital, it will give security and assured dividends; 
to labor, it will give an impartial tribunal for the arbitration of 
disputes as to wages, hours and safety appliances; to the public, 
the lowest rates consistent with the investment and that high 
degree of efficiency which is born of modern methods. And to 
the capital invested, labor employed and the public served, it will, 
through the action of an impartial tribunal of high character and 
dignity, charged with the duty of settling all disputes, bring peace 
and immunity from constant agitation, and put an end to the 
continuous warfare which has heretofore existed between the 
railroad and its employees, and the railroad and the public. 

It is plain enough that the people are restive under existing 
conditions. They are alarmed by the evidence that railroad rates 
are likely to fall under the absolute control of a few men, and that 
individuals will be subject to the absolute sway of these few men 
in matters vitally affecting their interests. The railroads are 
public highways. The service is a public service, and the convic- 
tion is gradually growing in favor of Government ownership. 

Unless the railroad system is unified and simplified, the com- 
plexity of the situation will drive the country to Government 
ownership as a solution of the difficulty. The argument in favor 
of it is simple. It is urged that the Post-office Department is 
already engaged in transportation which is conducted to the en- 
tire satisfaction of the people; that its work now involves ex- 
penditures equal to about one-seventh of the operating expenses 
of all the railroads; that an enlargement of its operations could 
be secured by organizing a Division of Transportation in this 
Department; putting at its head a capable man, trained and ex- 
perienced in railroading; authorizing suit for condemnation 
against all railroads, the Government entering into immediate 
possession and retaining the present force of employees and offi- 
cials, eliminating such of the latter as may be unnecessary under 
unified conditions; the condemnation to cover simply the interest 
of the stockholders, the market value of which is now about 
$4,000,000,000, leaving existing bonds aggregating about $6,000,- 
000,000 as a lien upon the property, to be retired as they mature 
with Government bonds at 2y 2 per cent., the stock to be paid for 
by a present issue of Government bonds at the same rate. 
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The railroads are now capitalized at about $12,000,000,000, 
one-half in bonds and one-half in stocks. The market value of 
the total issue is now about $10,000,000,000. The gross revenue 
of all the railroads for the past year was about $1,950,000,000, 
an increase over the preceding year of about $175,000,000. The 
operating expenses now aggregate about $1,260,000,000, leaving 
about $690,000,000 as the net income. It is urged that, under 
Government ownership, the Government would have to pay out 
of this net income the present interest on existing bonds, amount- 
ing to about $270,000,000, and 2% per cent, on the $4,000,000,000 
of the Government bonds, issued in lieu of existing stock, about 
$100,000,000, or $370,000,000 in all, leaving $320,000,000 for 
betterments, extensions and a sinking-fund for the redemption of 
the bonds. This latter sum can be increased by the gradual re- 
duction of the interest on the railroad bonds from an average 
of 4% per cent, to 2^ per cent., a saving of $120,000,000 an- 
nually. It is contended that a sinking-fund could thus be pro- 
vided which would extinguish the entire debt in less than fifty 
years, and leave the operating expense alone as a charge upon the 
commerce of the country. 

Such is the attractive side of Government ownership; but it 
ignores, of course, the possible evils of bureaucracy, unbusiness- 
like methods, political patronage, etc. 

The plan of Government ownership has the attractiveness of 
simplicity and directness. National ownership can, in my judg- 
ment, be met successfully only by a policy of national incorpora- 
tion, and control, which has the advantage of almost equal sim- 
plicity and directness. I believe the policy I am advocating would 
give the country nearly all the benefits of Government ownership, 
with none of its dangers. It would abolish the evils arising 
from unrestricted monopoly, prevent the entrance of over a million 
men into the political patronage, eliminate the present corporate 
interference with and control of our politics and retain in the 
transportation service the initiative, the enterprise and the ad- 
ministrative capacity of the brilliant men whose genius created 
our present magnificent system of transportation out of the crude 
conditions which prevailed a generation ago. 

Francis G. Newlands. 



